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How to prepare for

the CPA Examination
IAS offers an intensive CPA Coaching Course which has
produced outstanding results. It is available only to com
petent accountants qualified through training and experi
ence to prepare for the CPA examination. No attempt is
made to teach general accounting; the entire course is
pointed directly at the CPA examination.
• The need for special coaching has been well established
by innumerable experienced accountants who have floun
dered in the examination room. They knew how to make
audits but they didn’t know (1) how to analyze problems
for the purpose of deciding quickly the exact requirements,
(2) how to solve problems quickly, (3) how to construct
definitions acceptable to the examiners, or (4) how to decide
quickly on proper terminology.
• The IAS-CPA Coaching Course has been designed for
busy accountants. The home-study method of tutoring is
ideally suited to CPA examination preparation. Maximum
use can be made of every available hour.

• The text material consists of 20 substantial loose-leaf
assignments totaling more than 800 pages. It includes
hundreds of CPA examination problems and questions, with
solutions supplemented by elaborate explanations and com
ments, working sheets, side calculations, and discussions
of authoritative opinions.

The IAS booklet, "How to
Prepare for the C. P. A. Ex
amination,” is available upon
request. Address your card or
letter to the Secretary, IAS.. .

• Written examinations at the end of each assignment
require solutions to problems of CPA examination calibre.
These are sent to the school where the grading, including
personal comments and suggestions, is done by members
of the IAS Faculty, all of whom are CPA’s. Supplementary
review material is furnished to those who want to "brush
up” on specific accounting subjects, at no additional cost.

•

INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A CorrespondenceSince
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1903
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EDITORIAL
ids Chapter, ASWA. The new publication, at
20c per copy, may be obtained from the
Superintendent of Documents, U.S. Gov
ernment Printing Office, Washington 25,
D.C., or at the following regional offices of
the U.S. Department of Labor’s Bureau of
Labor Statistics:

HAIL!

Mid-Atlantic—341 Ninth Ave., Rm. 1000, N. Y. 1.
N. Y.
North-Central—105 W. Adams Street, 10th floor,
Chicago 3, 111.
Western—630 Sansome Street, Room 802, San Fran
cisco 11, Calif.

CONGRATULATIONS !
To The Journal of Accountancy upon its
50th Anniversary Issue. Ida Broo, at our
convention in Richmond, said it was time
we stopped looking ahead long enough to
take stock of how far we have come. The
articles in this anniversary issue do both
in their challenging stock-taking of the
current state of accounting and its future.
Meet Millie. Mildred Swem, a past president of
Los Angeles Chapter, is our new Idea Exchange
Editor. Millie is Accountant and Office Manager for
H. W. Hunter Dodge-Plymouth. She has had varied
accounting experience with loan Companies, building
contractors, radio shows and in C.P.A. offices. Her
goal is a C.P.A. certificate.
Mildred is waiting to hear from you, so she may
put to use her three years experience as editor of
L. A. Chapter's Scratch Pad. Keep her mailbox full.

WOMAN OF THE MONTH
“One of the country’s top women account
ants” is the tag line used by Charm maga
zine under a picture of Corinne Childs used
in an article in their November issue. Our
AWSCPA president was one of three
women chosen as subjects for their article
Women at Work.

FAREWELL!
Theia Cascio, our retiring Idea Exchange
Editor, has done a fine job over a period
of several years. We want to say thank you
and to acknowledge the splendid coopera
tion we have received from Theia at all
times.

• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants_
and
American Society of Women Accountants
327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually

EDITOR S MAILBOX
A release from the U.S. Department of
Labor concerning their new publication,
Employment Opportunities for Women in
Professional Accounting reached us through
the courtesy of Paula Reinisch, Grand Rap

Copyright, 1955, by American Woman’s Society of Certified Public Accountants.
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IN THE BEGINNING
By JAMES W. JONES, C.P.A.
The following article is a condensed version of Mr. Jones’ able presentation of the subject matter before
a dinner meeting of Baltimore Chapter of ASWA.

to payments in silver. In the twentieth
chapter of Genesis, we find that Abimelech
paid to Abraham a thousand pieces of silver
for what we today might call heart balm.
Also, when Abraham received of God in
structions concerning the rite of circum
cision, he was told to include those males
of the household who were “bought with
money of the stranger.” The exchange of
chattels for money, then, was carried on
much as it is today.
One of these slaves, Joseph, who was sold
into Egypt, is set down in history as the
great ruler of Egypt, next to Pharoah. The
civilization of Egypt, as depicted in the
carvings of the temples and pyramids,
shows that record keeping was prominent.
The sculpturings which relate to the life of
the country depict in the foreground the
seated figure of a scribe with quill in hand.
The scribe was the forerunner of the book
keeper and the accountant. Writers of
Egyptian history indicate that the Egyp
tians practiced the principle of dual cogni
zance of all transactions. For example,
during the filling of the granaries, the ves
sels were counted when they were filled and
when they were emptied into the store
house.
Another reference in the Bible estab
lishes the use of money for the payment of
taxes, particularly those assessed by the
government for the use of the church. Dur
ing the reign of Jehoash from 878 to 838
B.C., priests were supposed to collect the
taxes from their acquaintances but no
money was ever expended on repairing the
walls of the house of the Lord. As a counter
measure, a hole was bored in the top of a
box and the congregation placed the money
therein. It is then recorded that when they
saw there was much money in the chest,
that the king’s scribe and the high priest
came up, and they put up in bags and told
the money that was found in the house of
the Lord.” Note also this, “moreover, they
reckoned not with the men into whose hand
they delivered the money to be bestowed
on workmen; for they dealt faithfully.”
One author states that coins were intro
duced about 700 B.C. and paper money was
in use in Persia about 1293 A.D. A chrono

I cannot recall what really stirred my
interest in the history of accounting but
I have accumulated books on the subject,
made notes, and stored mentally various
items of information. In many writings, a
distinction is made between the use of the
words “accounting” and “accountancy.” It
is not the purpose of this paper to present
definitions or to argue whether accounting
or accountancy is an art, science, or a pro
fession. We are simply going to consider the
history of accounting for property whether
expressed in terms of units or monetary
equivalents.
There is a general tendency to regard
accountancy as a modern or new profession.
However, the practice of accountancy has
been active for centuries. As early as the
seventeenth century it had attained such
prominence that the famous Dutch artist
Rembrandt made the accountant a subject
for one of his paintings.
I say that ours is an ancient profession
because it has been established that ac
counting or bookkeeping records are some
four thousand years old. In the library of
Congress we find an exhibit of Sumerian
administrative documents dating from 3945
B.C. and an exhibit of Babylonian cunei
form tablets dating from 2474 B.C. We
must bear in mind that the present methods
of using punched cards and electronic ma
chines were preceded by the use of pen and
ink records on paper. Prior to that time,
records were made on papyrus and clay
tablets. To me, these clay tablets with their
cuneiform characters were the forerunners
of punched cards. You have undoubtedly
seen the advertised slogan—“you cannot
erase a hole.” Alteration of a hard baked
clay tablet impression was just as foolish
an undertaking.
The history of bookkeeping has been
rightly called the history of civilization. It
is hardly necessary to emphasize that the
need for records arose out of the accumula
tion of property and the expansion of trade.
Trading has been carried on for centuries
and there are many allusions in the Bible
to the transfer of property by the payment
of money. As early as Abraham, who lived
about 1996 to 1822 B.C., we find references
4

logical table in an encyclopedia shows that
gold and silver were coined by Phidon,
ruler of Argos, 869 B.C. Still another source
states that coins were in use by the Lydians
in 900 B.C.
About three hundred years before the
great Sennacherib who ruled in Assyria
from 702 B.C., the Sons of Egibi conducted
banking operations on a large scale and
left records of some of their transactions.
Other records of commercial transactions
have been unearthed in Assyria, Pompeii
and Babylon. These are the written proofs
of accounting, some of which date back to
2300 B.C. Many of the laws in the Code
passed by Hammurabi, who reigned in
Babylon from 2285 to 2242 B.C., related to
commercial transactions. It is well known
that law follows custom established by
usage. There is no doubt that trade was a
most important part of the economy of the
older civilizations.
There are numerous other references in
the Bible alone which testify to the exist
tence of trade, money, and records. The
preceding have been used to focus your at
tention on the fact that much took place
in the field of record keening before the
fifteenth century after Christ, despite the
fact that many persons look upon the fif
teenth century as the beginning of account
ancy. It is my feeling that they get this
erroneous impression because it was in 1494
that Luca Pacioli published his famous
book “All of Arithmetic, Geometry, and
Proportion.” It must be emphasized that
this book was not the beginning of account
ing or bookkeeping as a science; it was or
is the first known book to be published.
It is evident from Pacioli’s statements
that bookkeeping was practiced for some
time prior to his efforts to explain the
system in writing. When one considers the
methods of education employed in those
days, it is probable that he spent many
years in the study of the Venetian method
which he expounded in his book.
There is ample evidence that bookkeening
was practiced for many decades before
1494. A book written by Benedetto Cotrugli
is said to have existed in manuscript form
as early as 1463 (1458), although it was
not actually printed until 1573. Books of
the firm of merchants, Donado Soranzo and
Bros., which cover a period from 1406 to
1434, have been found in Venice. These
books have profit and loss and capital ac
counts. A charge and discharge statement
appears in the accounts of the Bishop of
Glasgow, 1473. Debit and credit entries are
used in books recording the operations of
a Florentine banking house as early as
5

1211. Early entries were in narrative form
and debit and credit were not always sep
arated. In the books of Rinerio and Baldo
Fini about 1297, we find accounts for things
as well as persons. A double entry set of
books of some public officials appeared in
the city of Genoa in 1340; a bank in 1408.
Books of Genoa prior to 1340 were de
stroyed by fire, making it difficult to estab
lish the exact date when double entry first
came into use.
In England, there was in use about the
13th century, the Extenta, a survey of the
Manor, which served the purpose of the
present day Balance Sheet. The famed
Domesday Book, a listing in 1086 of all the
Crown lands and tributes due the Crown,
is essentially a Balance Sheet. Whether you
agree with this conclusion or not, it is ob
vious that formal financial records of prop
erty were in existence as early as the 11th
century.
After Pacioli’s work there are several
other books on the art of bookkeeping. In
Italy, Tagliente used pro forma entries as
a means of expounding in 1526 the prin
ciples laid down by Pacioli. This practice is
still used today. A Dutch work by Jan
Ympyn Christoffels appeared in 1543 and
is the first to use the trial balance as such.
In 1586, a book published by Don Angelo
Pietra, monk of Genoa, gives elaborate in
structions for stock taking (inventories).
He adapted commercial bookkeeping to in
stitutions such as monasteries, and also dis
cussed agricultural accounting. The first
German work by Heinrich Schreiber ap
peared at Erfurt in 1523 and dealt with
single entry “bookkeeping adapted scientifi
cally and for speed and certainty to the re
quirements of merchants.”
The first use of the Arabaic numerals is
credited to the second German text on book
keeping, written by Johann Gottlieb. Orig
inally, all bookkeeping was done in Roman
numerals. Roman gave way to Arabaic in
England toward the latter part of the 17th
century.
Green states that the first use of the com
pound journal entry is explained in a work
by Nicolaus Petrie published in Amsterdam
in 1588. A periodical trial balance is in
sisted on. He introduces an expenses book
bearing the interesting title of “oncostboec” which to me is an early indication of
cost accounting.
Recognition as the father of subsidiary
ledgers is given to Simon Stevin of Holland
who published a book entitled “Mathemati
cal Traditions” in 1605.
It was in 1789 that Benjamin Booth made
(Continued on page 15)

IDEA EXCHANGE
By MILDRED SWEM, Los Angeles, California

4. On annual salary from one company
of $7,200, the Federal Social Security
Tax Withheld is...........
5. State Unemployment Tax rate is
Federal Insurance Con
tributions Act rate is...........
6. May 31—total outstanding checks
$1,750; book balance $750; bank
balance is...........
7. Cash is over when the balance of
“Cash Over/Short” account is a

Cotton Rejection Records
Bales of cotton received in our ware
house are individually graded. It was a
troublesome job to keep an accurate record
of Cotton Rejections until we adopted our
present system.
When the grading of a shipment is com
pleted, the rejections are listed upon a
white rejection sheet which has two copies,
pink and green. The green copy is kept
on file in the warehouse until rejections
are shipped. The white and pink sheets are
sent to the cotton bookkeeper along with
the outturn. White sheet, outturn and pay
ment are mailed to the shipper and the
pink copy is filed in the “current” cotton
file. By noting the outturn number in the
corner of the pink copy we are able at any
time to trace a bale of cotton under this
shipment and to tell what outturn goes
with this rejection sheet.
Cotton is loaded for transportation upon
instructions from the shipper. Loading
sheets, showing each bale number, are
prepared in triplicate; original for our
files, copies mailed to shipper and desti
nation. Upon shipment of rejected bales,
a notation is made upon the applicable
green sheet by the warehouse men as to
which loading sheet lists them. The green
sheet is then sent to the bookkeeper.
Original loading sheet, with green rejec
tion copies attached, is filed under ship
per’s name, pink rejection sheets are filed
numerically.
Our office files readily tell us which
bales are in the warehouse (pink slips),
which bales have been shipped (green
slips). We know at all times exactly the
number of bales for each shipper that
we have in our warehouse, the total num
ber of bales, weight, grade and mark. By
having one record filed by name, another
numerically, it is easy to find any informa
tion requested by a shipper.
—Dorothy W. Gaines, Atlanta Chapter

8. Are Accounts Receivable and Ac
counts Payable the only controlling
accounts?......... ...
9. Assets less Liabilities less Capital
or Investment is.......................
10. Check General Ledger accounts ordi
narily carrying a debit balance:
Investments
Merchandise Inventory
Sales
Allowance for Depreciation
Indirect Labor
Allowances and Sales Returns
Accrued Income
Cash Discount Allowed
Purchases
Prepaid Insurance
Equipment
Rent Received in Advance
Accrued Payroll
Payroll Deductions
Notes Payable
Dividends Paid
Deferred Income
Profit
—Vera Stapleton,
Los Angeles Chapter
Construction Payroll
In the construction business the loca
tions of jobs may be in several states. A
consolidated report on the individual work
ers may be provided by a Foreman’s
Weekly Time Report. These reports are
a helpful supplement to your payroll
journals.
—Dixie E. Maffett, Atlanta Chapter

Test Her Bookkeeping Knowledge
Have you an applicant for a job? Try
this quickie on her.
1.
15 x 15 is........
2. Interest @ 6% for 3 months on
$750 is...........
3. Invoice dated 2/1, terms 2/10 eom
is due........

Numerous Invoice Copies Required?
It becomes necessary to prepare many
extra copies of an invoice in such busi
nesses as importing merchandise. A quick
(Continued on page 7)
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THE SAVINGS AND LOAN AUDITOR
By DOROTHY J. ROTHFUSS, C.P.A., Grand Rapids Chapter

The first savings and loan association
was founded in Philadelphia in 1831 by
a group of neighbors to assist each other
in obtaining ownership of their homes.
These people agreed to deposit certain
amounts each week or month in a common
savings pool and to make home mortgage
loans to those in their own group when the
pool provided sufficient funds. From this
seed the savings and loan business has
grown into a nationwide system of savings
institutions which finance the construction
and purchase of more homes than any other
type of financial institution.
By 1911, it had become a billion-dollar
system. At its pre-depression peak in 1930,
savings and loan assets of the nation were
in excess of $8,000,000,000. In 1954, these
associations had approximately $30,000,000,000 in assets.
This tremendous growth has greatly in
creased the duties and responsibilities of
the auditor or controller. With management
relying more and more on the scientific
approach to decisions, the auditor must pro
vide the principal tools of statistics and
cost studies.
One of the duties or responsibilities of
the auditor is the installation and super
vision of an effective system of internal
control. Internal control denotes those
methods and procedures in effect within the
association to safeguard the cash and other
assets and to check the accuracy of the
accounting. Internal control involves the
segregation of duties among employees in
such a way as to provide a system of checks
and balances and to minimize the possibility
of irregularities. The objective is to provide
the maximum safeguards practicable in the
circumstances, giving due consideration to
the risk involved and the cost of maintain
ing the controls.
The auditor must make sure that the
association is complying with the rules and
regulations of supervisory authorities as
they pertain to the recording of transactions
and accounting policies in general. The
auditor is responsible for the reports which
are required by regulation or supervisory
authorities.
Government regulations and various
taxing authorities now require greatly ex
panded accounting and reporting informa
tion. Therefore, the auditor must keep

currently informed concerning all federal,
state and local tax legislation and regula
tions.
The preparation of the annual budget is
another duty of the auditor, as is the prep
aration of all operating and financial state
ments which may be requested by the board
of directors.
In addition to his other duties, the auditor
must coordinate and direct the work of the
accounting department. In order to do this,
the auditor must organize an accounting
department and its personnel in such a
manner that an efficient flow of work is
maintained. There should be a continuous
review of all operations for the purpose of
improving record-keeping methods. The
latest developments in mechanical office
equipment must be known and understood
so that its use can be recommended when
ever it is desirable and economically feasi
ble. The accounting forms in use should be
reviewed periodically and new selections
made whenever a change in procedure
renders old forms obsolete.
The auditor’s greatest value to the associ
ation comes from his ability to analyze
financial statements and to report the trends
which they reveal, rather than from his
actual preparation of the financial reports.
This means that the auditor must possess
managerial and executive ability as well as
accounting knowledge.
As with all saving and loan personnel,
the auditor must not forget “customer re
lations.” It is important to remember that
the holder of an account in a savings associ
ation is technically one of the owners with
an equity in all of the assets of the associ
ation.
*
*
*
(Continued from page 6)
solution is the following use of the ditto
master :
Tear off the white top sheet of the ditto
master and substitute the original invoice
by stapling it at the sides. Type the invoice
in the usual manner, remove from the
ditto-master. The invoice may then be run
through the ditto machine and the repro
duction will conform to the proper lines of
the invoice.
—Loraine Ealand, C.P.A.,
Los Angeles Chapter
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PUBLIC RELATIONS—EVERYBODY'S JOB
By ELINOR HILL, C.P.A., President, AWSCPA, 1954-55
This address was presented before a joint meeting of the Richmond Association of Credit Men and the
Richmond Chapter of the American Society of Women Accountants.

“Public Relations”—what is it? My dic
tionary says, “those functions of an enter
prise, organization, army, etc. that acquaint
the general public with its activities, pur
poses, policies and accomplishments. Bus
iness enterprises acquaint the public with
their activities through the great medium
of advertising. The codes of ethics of pro
fessional people specifically forbid adver
tising, as such.
Every professional accounting organiza
tion devotes a great deal of time, energy
and funds to its public relations program,
to bring its message to a public possessing
very diverse conceptions of accountants.
There are still a few old-fashioned
enough to believe that the auditor comes in
to look for mistakes in the bookkeeper’s
work, or for embezzlement or defalcations.
It is true that by his training and experi
ence he is alert to the possibilities of fraud,
is quite likely to discover ordinary human
error in the records and may serve as a
deterrent to dishonesty in the bookkeeping
department. His function is much more
important, however, than that of a business
detective.
There are softie who think that account
ants are touched with genius—or possibly
just “touched” — because they are able to
understand and prepare with reasonable
correctness the various Federal and state
tax returns and other forms which burden
business today.
There are those for whom the accountant
makes only an annual audit and submits
a financial report, as a kind of “seal of ap
proval” on the condition of the business
and the operations of the past year.
There are a few who think that account
ants and accounting are completely unnec
essary. Their theory is that if you know
what you owe to others, what others owe
to you, and how much cash you have on
hand, that’s all you need to know to run a
business.
A client once sent us a cartoon which
pictured a man seated behind a desk labelled
“controller” and another man standing in
front of it. A number of fat, pastel colored
piggy banks were scattered over the desk.
Each was marked with a label such as:
taxes, repairs, inventory, shop, payroll. On
the floor was a bushel basket overflowing
10

with greenbacks. Striped socks stuffed with
money were pinned to the wall and to the
filing cabinet behind the desk. The caption
under the cartoon said, “Maybe we’ve out
grown our accounting system, Paul.”
Of great significance to me in this car
toon were the two graphs pinned to the wall.
The sales graph showed a line which went
sharply downward through the edge of the
chart and plunged on down the wall toward
the floor. The graph for “expenses” went
up through the top of the chart and cracked
the plaster on its mad dash toward the
ceiling.
As I studied this picture, I thought re
gretfully of the ethical taboo on advertising
by accountants, for here was a perfect illus
tration for an advertisement. Obviously
Mr. Controller needed a new accounting
system, for no doubt the principal reason
for the drop in sales and rise in costs was
that he could neither see what was inside
his piggy banks nor could he recognize the
relationships of the various items of costs,
expenses and income.
How many businesses, in spite of a set
of books, bank accounts, clerks and book
keepers, and perhaps even monthly reports,
have just such a “piggy-bank” system of
accounting? Many an average small bus
iness man is so occupied with running his
plant, selling his product, and dealing with
labor, suppliers, banks, and customers that
he has little time to sit down and study
financial reports. Indeed, often he is not
sure he understands the report in front of
him. He is interested in his cash balance,
what he owes and what is owed him. A
balance sheet obscured by reserves and ac
cruals leaves him rather baffled. While he
is making profits the situation is not too
bad, but when his sales chart begins to dip
and his expense chart to rise, he begins to
wonder what has happened.
This, then, is the public which the ac
countant stands ready to serve—some sus
picious, some admiring, some unaware of
the inadequacies of their accounting sys
tems or of their need for accountant’s ser
vices, and some who understand, appreciate
and utilize such services.
Businesses which can afford a good ac
counting department, headed by a treasurer
and controller who can direct and manage

the financial end of the business, leaving
production, sales, labor relations, credit and
so on to others who are expert in those
phases of business, need the independent
accountant only for annual audits, prepara
tion of tax returns and other special ser
vices.
The accountant can render smaller bus
inesses an invaluable service by not only
making an annual audit but by making
interim audits and presenting statements
throughout the business year, and giving
the client the benefits of a kind of part-time
controllership or financial management. Or
he can educate the client to understand and
rely upon monthly or quarterly financial
statements and other information which
can be obtained from his accounting records
and to use them as an important tool in
planning the operation of his business.
This does not mean a mere bookkeeping
or “write-up” service. It means picking
up the statements from the client’s book
keeping records, making what adjustments
are required, submitting a report and point
ing out to the client significant changes
and fluctuations in expenses and income,
indicating danger spots and generally giv
ing him the benefits of the accountant’s
experience and wider outlook garnered from
his familiarity with more than one business
and industry.
I am assuming, of course, that the ac
countant is qualified to offer such service.
Part of the program of the American Insti
tute of Accountants and of the state CPA
societies is to continually remind the small
practitioner that he must keep abreast of
current developments, not only in account
ing and taxation, but in all phases of the
business economy. If the public practi
tioner remains content to limit himself to
“write-up” work or straight audit work, he
is doing himself and his profession a dis
service. He can specialize in accounting
for a certain industry or trade, but he must
be prepared to offer not only auditing ser
vice but also tax work, installation of sys
tems, cost accounting and financial advice.
In fact, if he specializes in a particular
class of clientele, the accountant must, more
than ever, be prepared to offer his client
every kind of accounting service and assis
tance in financial management.
This may be the most valuable service
the average small or medium sized account
ing firm can render its clients, and it is,
perhaps, the hardest service to sell. Many
a small business man feels that the three
fundamentals of cash on hand, what is
owing and what is owed gives him sufficient
information, and he points to his net profits

11

to prove his point. But do his net profits
take into consideration reserves, deprecia
tion, accruals and other adjustments? Do
they show him what he has really netted
for a period of operations? Will he wake
some day to find that there are no profits?
Something he has forgotten to take into
account has come along and turned black
figures into red.
When that happens he is willing to seek
more than auditing service from his ac
countant, and to ask for advice and assist
ance in the financial management of his
company. Unfortunately, it is, too often
at that stage, too late.
This is the service which the public ac
countant has to sell and which he can only
sell through public relations. He can “sell”
such services, as required, to his present
clients without too much trouble. He can
rely only upon the public relations work of
his professional organizations and the rec
ommendations of his work made by his
clients and other business associates in
reaching those who do not avail themselves
of public accountant’s services.
In other words, the accountant must ac
quaint his clients and business associates
with his capabilities and with the im
portance of the service which he is prepared
to render. He must depend upon his clients
and business associates to assist him in
this public relations work.
Much has been done along these lines in
recent years. A pamphlet discussing the
problem of credit information from the
viewpoints of the banker and the business
man and the value of the report of an in
dependent certified public accountant was
published in 1952 by Robert Morris Asso
ciates. The pamphlet was the work of the
Robert Morris Associates’ Committee on
Cooperation with Public Accountants — a
committee which has existed for about
thirty years, and is comprised of members
of Robert Morris Associates and the Amer
ican Institute of Accountants.
That credit men believe in the value of
an independent auditor’s report is also re
flected in Dun & Bradstreet’s increasing
interest in reports of independent auditors,
and the request in their standard reporting
form for a copy of the accountant’s certifi
cate. Many small businessmen feel that
such audits are of no value to them because
they have no obligation to third parties. It
is our mutual problem to demonstrate that
a supplier granting credit is interested in
reliable financial information and that the
businessman has the same obligation to the
supplier as to a bank or a stockholder.
The problem of the accountant is how to

call this—and the additional fact that such
reports are useful for managerial pur
poses—to the attention of the small bus
inessman whom he does not already serve.
The answer is, he cannot, as an individual,
without violating the CPA code of ethics
in some manner, except in unusual circum
stances.
Credit men can do accountants a great
service by explaining to small business men
just why they consider reports of independ
ent accountants so important.
How often have you, as a credit man,
drawn an agency credit report with very
sketchy data or no financial information
at all? How often have you written or
phoned a creditor asking for more infor
mation? How often, when you learned the
creditor had no independent accountant, did
you explain the need for such services and
their value to the creditor?
It is not necessary that you recommend
one specific accountant, unless the creditor
asks for such advice. But you would do
yourself, as well as accountants, a great
service if you can help the creditor under
stand the value of accounting services. If
you can sell him the idea of availing him
self of such services, you will then be able
to obtain the financial information you need
for granting him credit.
Public relations work done by others for
the accountant is not so one-sided as it
might at first appear. Let us consider for
a moment the public relations work for
credit men which can be done by account
ants.
What does the business public think of
credit men? Speaking as an observer from
the sidelines, I can think of the following
reactions to a credit man’s request for
financial information:
The indignant creditor who cries, “Who’s
that nosey parker anyway? All I want is
$100 worth of goods and I intend to pay
him when his bill comes due. If he won’t
trust me, I can take my business elsewhere.”
Or the salesman in your organization
who wails that you lost a customer he had
been trying to land for months, by insist
ing upon financial information which the
customer was not disposed to give.
Or the business man who quietly drops
the requests for information from Dun &
Bradstreet or other credit agencies, into his
wastebasket with a muttered “None of their
business.”
Or, on the more cheerful side, the man
who comes to you voluntarily with his prob
lem, explaining that while he can’t pay you
within your credit terms, his plans are
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thus and so, and he expects that by a cer
tain time he will be able to pay, and that
he will keep you informed of his progress.
Or the man who submits his statements
willingly to the credit reporting agencies
or to his suppliers individually, appreciat
ing their need of such information, since
he too has a credit department with similar
problems.
The latter man is the kind of customer
and client we all like—a man who knows
his business and knows enough to consult
others who are expert in their particular
fields of accounting, credit, banking and
law when the need for their services arises.
What of the others? Credit men, too,
need public relations to explain to their
customers, their salesmen and the business
world in general that their need for finan
cial information is not idle curiosity but
a necessary adjunct to the financial plan
ning and welfare of their company.
And it seems to me that perhaps no one
is better qualified to explain this to the man
from whom credit information has been
requested than his accountant. When the
accountant and the credit man understand
each other they can each work public-rela
tion-wise for the other with their clients
and customers.
Then how do we go about selling these
ideas to the customer and client?
First, the accountant must “sell” his client
the idea that trade credit is the mainstay,
perhaps the principal one, of his business,
from both a receivable and a pavable angle.
His suppliers advance him capital, in the
form of good services for a period of ten
to ninety or more days, depending upon
the credit terms. Similarly the client
“lends” capital to his customers in com
parable terms, in advancing goods or ser
vices upon their promise to pay him at
some later time. There is therefore a con
stantly revolving capital account in his
accounts receivable and payable, over and
above his own invested capital bank bor
rowings or long term indebtedness. Since
the client does not invest his own capital
nor obtain capital from stockholders, bond
holders, or other long term creditors until
he and they have satisfied themselves that
their investment is a sound one so too a
credit grantor will only invest his short
term capital in an open account after he
has satisfied himself that his investment
will be a sound one.
How did these long term investors sat
isfy themselves that their investment would
be a good one? By knowing something
about the enterprise in which they were in

vesting and the man or men who were to
manage this enterprise. Some of that knowl
edge is first-hand acquaintance with these
men, their characters, their capabilities to
run the enterprise successfully, and some of
that knowledge was based upon the infor
mation contained in financial statements
and reports about these men and their en
terprise.
Similarly the short term investor — the
grantor of trade credit—must satisfy him
self. Often personal acquaintance is not
possible, or even necessary, but some knowl
edge of the enterprise is required, and it
can be supplied by adequate financial state
ments.
What knowledge does an adequate finan
cial report supply? Pick at random a re
port of a large corporation submitted to its
stockholders. It is likely to contain pages
of photographs, graphs, statistics, and
thousands of words covering a review of
the year written by the chairman of the
board. But even these pages of pictures
and words cannot give a complete picture
of the corporation. Indeed it takes a vivid
imagination to visualize the entire scope
and magnitude of that enterprise. At the
end of the report is found the independent
auditor’s statement and report.
Then, on a single page, the “Consolidated
Statement of Financial Position” gives a
complete picture of the industry on a given
date, and a comparison of its position with
the year previous. Another page, or a
double page spread will give the history of
the activities and accomplishments of the
entire enterprise for the year—the state
ment of income. Here in two or three pages,
with additional pages giving further de
tails and breakdowns of certain items, is
a complete picture for the year, reduced
to the common denominator of the dollar
sign.
That, to me, is the magic of the account
ant—the ability to reduce any enterprise,
large or small, to two pages of figures—its
status at any given date (the balance sheet)
and a history of its activities for any given
period (the statement of income or profit
and loss).
From such a word and number picture,
the credit grantor can, if he knows how to
read a financial statement, get a fairly good
idea of the capacity of an enterprise to
pay its trade debts and of the character of
the manager of the enterprise and his abil
ity to run his business profitably.
Of course, anyone can “make up” a bal
ance sheet and profit and loss statement,
but if financial statements are submitted
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by the independent accountant for the cred
itor, then the credit man can be more as
sured that the figures upon which he bases
his decision are a true picture of the cred
itor’s financial position.
“But,” you say, “if the prospective cred
itor is a stranger to us, and is located in
another city or state, then his accountant
will probably also be a stranger to us. What
assurance have we that the statements
which the accountant submits are any more
accurate or true than statements which the
creditor himself may submit?”
I would like to point out that the CPA’s
certificate in a financial statement is not
lightly given. The usual short form certifi
cate says that, in the accountant’s opinion,
the balance sheet and statement of income
and surplus present fairly the financial
position of the company at a certain date
and the results of its operations for a cer
tain period ending on that date.
Before he puts his signature to that
opinion, the accountant is ethically bound
to have performed certain tasks, and fol
lowed certain procedures, which may vary
from audit to audit, but which must con
form to certain standards set down for and
by the profession as a whole.
If he has not complied with all these
standards, or if there are certain items in
the statements which he has not verified
to his satisfaction, the CPA is ethically
bound to qualify his opinion as to the ac
curacy of the figures by pointing out those
items to which he must take exception.
The credit man must rely upon some in
formation in deciding the amount of credit
to be extended to a prospective customer.
He can accept the word of the salesman who
called upon the customer and got a certain
impression from first hand observation of
the enterprise and the man or men who
run it. He can accept the information in a
credit agency report. He can accept the
financial statements sent by the customer.
Or he can accept the accountant’s report on
the customer. In all cases he must have a
certain amount of faith in the source of his
information.
Credit itself is faith—indeed even a cash
transaction carries a certain amount of
faith in it. For when we exchange dollars
and cents for goods and services, we evi
dence our faith in a piece of paper or a coin
as having a certain value. Or rather, we
evidence our faith in the government which
establishes the value of that paper or coin.
Credit requires a little deeper faith—you
have faith that the man who owes you will
(Continued on page 14)

TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
Wage Continuation Payments
Exciting news for those of us in public
accounting or private industry, particu
larly if we are employees or want to win
friends and influence employees, is a recent
tax case which involved the American Tele
phone and Telegraph Co. wage continuation
plan for ill or injured employees. (Herb
kersman, USDC, S.D., Ohio 8/15/55).
The A.T.&T. Co. plan covers tens of thou
sands of employees. Herbkersman, the em
ployee, won a tax refund for the sickness
benefits included in the gross income of
prior years.
Although many employers and union con
tracts have provided for wage continuation
payments to employees in previous years,
the tax treatment of such benefits was in
doubt until the passage of the 1954 Code.
As we are all aware, the new Code allows
an employee to exclude up to $100 per week
from his gross income during periods of
illness or injury when received under health
and accident plans. The 1954 Code specifies
that such plans may be insured or employ
er-sponsored and the employee may only
need to substantiate certain conditions per
taining to hospitalization, length of illness,
etc. in order to obtain the exclusion.
The tax case referred to above deals with
employees who have included wage continu
ation payments in gross income for 1939
Code years. It followed the Epmeier deci
sion (199 F.2d 508, 42 AFTR 716) in treat
ing wage continuation payments as health
insurance benefits, even though there was
no formal contract of insurance. The Court
found that the agreement of the employer
to be liable for a certain amount of money
in case of an employee’s illness was, in es
sence, a health insurance contract between
employer and employee.

The statute is still open for the years
1952 and 1953, so if you or your employees
or clients have been taxed in those years
on benefits received from a reasonably def
inite health and accident plan sponsored by
an employer a claim for refund should be
filed. As the saying goes, you have nothing
to lose and everything to gain.

(Continued from page 13)

of business people can meet jointly, as you
have tonight, and representatives of each
can talk to you about their purposes and
problems. But the real knowledge can be
gotten from the across-the-table conversa
tion of two or three or four people ex
changing personal ideas.
Surely each of us can do something in
our daily business life to further such pub
lic relations. Knowledge and faith is a
person-to-person exchange of ideas. Who
then can deny that public relations is
everybody’s job?

Employee Car Pools
Another subject that employees will be
glad to have clarified is the old “Car Pool”
question. Rev. Rul. 55-555, IRB 1955-36
provides the answer to commuters who have
found that sharing rides is a solution to
parking problems, transit strikes and rising
bus and train fares, but has conversely
produced possible taxable income.
Whether fellow employees traveling to
and from work take turns driving or just
one provides the transportation continuous
ly and is reimbursed for his expenses, there
are no resulting tax consequences. The
driver need not include these reimburse
ments in his gross income nor is he allowed
to deduct such automobile expenses.
Deferred Compensation Trusts
Another recent ruling, Rev. Rul. 55-525
(IRB 1955-33), emphasizes the fact that
there is no tax advantage in a deferred com
pensation trust for employees which the
employer can revoke at any time and under
which the employees have no vested rights.
The employer must include the trust income
in his own income. This ruling should dis
courage employers from creating anything
other than a qualified trust under which
the employer cannot take back his contri
butions or earnings thereon, trust income
is exempt and contributions are currently
deductible even though employees’ rights
may be forfeitable.

pay, and he has faith that the goods or
services for which you extended him credit
will be what you represented to him.
Faith requires knowledge. You have
faith in the people whom you know person
ally; you can have faith in people you have
never met, if you know something about
them, their problems, their purposes, their
ideals and principles.
Public relations is the means by which
we gain that knowledge. Two organizations
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(Continued from page 5)
a real contribution to the science of book
keeping. Booth went into a detailed, and
somewhat tedious, explanation of the use
of the Cash Book, Journal, Bill Book, In
voice Book, Day Book, and Sales Book.
Booth’s rule for debit and credit was:
In brief
The Owner of the Owing thing
Or whatsoever come to thee;
Upon the Left hand see thou bring,
For there the same must placed be.
But
They unto whom thou doest owe,
Upon the Right let them be set;
Or whatsoever doth from thee go,
To place them there do not forget.
In 1777, Hamilton published a book out
lining systems for shopkeepers, tradesmen,
land stewards, and farmers, wherein he
classified accounts as personal, real, ficti
tious. He made use of the Waste Book,
Journal and Ledger. He also recommended
supplemental journals and subsidiary led
gers, although not by these terms.

A Frenchman is reported to have sug
gested about 1790 the use of two columns
for debit and credit in the day book—called
Journal.
In 1796, Edward Thomas Jones of Bristol
published a treatise attacking the double
entry method. He proposed the “English
System,” or single entry, to replace the
system which in his opinion was “capable of
being converted into a cloak for the vilest
statements that designing ingenuity can
fabricate.” After a century and a half, it
is apparent that his prophecy concerning
fabricated statements is amply borne out
by the many cases of embezzlement which
continue to appear. It is questionable
whether these cases are due to the weakness
of double entry bookkeeping or to the weak
ness of humanity.
We have seen how trade or commerce
created the need for record keeping, that
this need was met by the development of
single and double entry bookkeeping, and
that this in turn resulted in books on how
to keep the records.
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